EXHIBIT 2 Continued
Basis for distinguishing between direct and indirect costs
Criteria for assignment of direct costs to sponsored agreements
Criteria for distribution of indirect costs among institutional functions
Basis for selection of distribution methods and order of distribution
Identification and assignment of indirect costs to specific categories (e.g., departmental administration, operations, and maintenance) Determination and application of indirect cost rates (including simplified method for small institutions) General principles for establishing allowability of 44 selected items of cost, whether treated as direct or indirect.  Salaries and wages are one of the 44 cost items covered.  The "effort reporting" requirements are introduced to establish allowability of such charges for personal services. Requirements for official certification that expenditures are for appropriate purposes and in accordance with provisions of application and award documents.
As federal support of academic research increased and as the universities' costing practices grew more sophisticated, federal interest in fiscal accountability increased. In 1966 came the removal of the limit on indirect cost rates and in 1969 the change to having universities audited by one agency instead of several. A period of occasionally sensational criticism ensued. The government found the financial systems and management practices of some institutions inadequate. For example, in 1978 the Inspector General of DREW reported that $3.5 million (0.23 percent of the federal funds examined in university audits) was not properly charged and that an additional $86.5 million (5.7 percent of the total funds examined) was set aside for adjudication because it could not be audited under existing regulations.6 The universities found some of the federal accountability procedures excessive, not cost-effective, and poor indicators of the effectiveness of academic research. The manifestations of these disagreements primarily included struggles over effort reporting, indirect costs, and documentation of cost sharing and cost transfers, but deficiencies in universities' systems for cash management and for acquisition, control, and accountability for equipment and supplies were also cited.3